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place of business or that are conducted on
the customer’s premises are treated as oper-
ations that are conducted at the location
(other than the customer’s premises) with
which they are most closely associated, and
all the facts and circumstances are taken
into account in determining the location
with which business and rental operations
are most closely associated. The facts and
circumstances in this case (including the
facts that the central office dispatches mes-
sengers, coordinates all pickups and deliv-
eries, and is the transshipment point for
many packages) establish that the oper-
ations of delivering packages from one loca-
tion to another are most closely associated
with the central office. Thus, the delivery
operations are treated as operations that are
conducted at the central office, and the de-
liveries are treated as income-producing op-
erations (i.e., the performance of services for
customers) that the taxpayer conducts at
the central office. Accordingly, the oper-
ations conducted at the central office are
treated as a separate source of income pro-
duction (see paragraph (c)(2) of this section)
and as a single undertaking that is separate
from other undertakings (see paragraph
(c)(1) of this section).

(iv) The operations conducted at each re-
tail establishment are conducted at the same
location (within the meaning of paragraph
(c)(2)(iii) of this section) and are owned by
the same person (i.e., the taxpayer is the di-
rect owner of the operations). At each retail
establishment, the taxpayer’s operations in-
clude transactions that involve the presence
of customers at the establishment. Thus, the
taxpayer conducts income-producing oper-
ations (within the meaning of paragraph
(c)(2)(iv)(E) of this section) at the retail es-
tablishments. Accordingly, the operations of
each retail establishment are treated as a
separate source of income production (see
paragraph (c)(2) of this section) and as a sin-
gle undertaking that is separate from other
undertakings (see paragraph (c)(1) of this
section). See, however, paragraph (f) of this
section for rules under which certain similar,
commonly-controlled undertakings are
treated as a single activity.

Example (12). (i) The taxpayer is the sole
owner of a saw mill and a lumber yard. The
taxpayer’s business operations consist of
converting timber into lumber and other
wood products and selling the resulting prod-
ucts. The timber is processed at the saw
mill, and the resulting products are trans-
ported to the lumber yard where they are
sold. The saw mill and the lumber yard are
at different locations (within the meaning of
paragraph (c)(2)(iii) of this section). The
transportation operations are managed at
the saw mill.

(ii) The operations conducted at the saw
mill are conducted at the same location
(within the meaning of paragraph (c)(2)(iii)

of this section) and are owned by the same
person (i.e., the taxpayer is the direct owner
of the operations). In addition, the taxpayer
conducts income-producing operations (with-
in the meaning of paragraph (c)(2)(iv) of this
section) at the location (i.e., lumber is pro-
duced at the mill). Similarly, the selling op-
erations at the lumber yard are conducted at
the same location (within the meaning of
paragraph (c)(2)(iii) of this section) and are
owned by the same person (i.e., the taxpayer
is the direct owner of the operations). In ad-
dition, the taxpayer conducts income-pro-
ducing operations (within the meaning of
paragraph (c)(2)(iv) of this section) at the lo-
cation (i.e., lumber is sold to customers at
the lumber yard). Thus, the milling oper-
ations and the selling operations are treated
as separate sources of income production
(see paragraph (c)(2) of this section) and as
separate undertakings (see paragraph (c)(1)
of this section).

(iii) The operations conducted at the mill
involve the provision of property to the lum-
ber-yard undertaking. Nonetheless, the mill-
ing operations are income-producing oper-
ations because they relate to the production
of property at the mill, and an undertaking’s
income-producing operations are not treated
as support operations (see paragraph
(c)(2)(ii)(B)(3) of this section). Accordingly,
the milling operations are not support oper-
ations with respect to the lumber-yard un-
dertaking. See, however, paragraph (f) of this
section for rules under which certain verti-
cally-integrated undertakings are treated as
part of the same activity.

(iv) The operations of transporting finished
products from the saw mill to the lumber
yard are not conducted at a fixed location.
Under paragraphs (c)(2)(iii) (C) and (D) of
this section, business and rental operations
that are not conducted at a fixed place of
business or that are conducted on the cus-
tomer’s premises are treated as operations
that are conducted at the location (other
than the customer’s premises) with which
they are most closely associated, and all the
facts and circumstances are taken into ac-
count in determining the location with
which business and rental operations are
most closely associated. The facts and cir-
cumstances in this case (including the fact
that the transportation operations are man-
aged at the saw mill) establish that the
transportation operations are most closely
associated with the saw mill. Thus, the
transportation operations are treated as op-
erations that are conducted at the mill and
as part of the undertaking that consists of
the milling operations.

(d) Rental undertaking—(1) In general.
This paragraph (d) applies to oper-
ations that are treated, under para-
graph (c) of this section and before the
application of paragraph (d)(1)(i) of this
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section, as a single undertaking that is
separate from other undertakings (a
‘‘paragraph (c) undertaking’’). For pur-
poses of this section—

(i) A paragraph (c) undertaking’s
rental operations and its operations
other than rental operations shall be
treated, except as otherwise provided
in paragraph (d)(2) of this section, as
two separate undertakings;

(ii) The income and expenses that are
reasonably allocable to an undertaking
(determined after the application of
paragraph (d)(1)(i) of this section) shall
be taken into account in determining
the income or loss from the activity or
activities that include such undertak-
ing; and

(iii) An undertaking (determined
after the application of paragraph
(d)(1)(i) of this section) shall be treated
as a rental undertaking if and only if
such undertaking, considered as a sepa-
rate activity, would constitute a rental
activity (within the meaning of § 1.469–
1T(e)(3)).

(2) Exceptions. Paragraph (d)(1)(i) of
this section shall not apply to a para-
graph (c) undertaking for any taxable
year in which—

(i) The rental operations of the para-
graph (c) undertaking, considered as a
separate activity, would not constitute
a rental activity (within the meaning
of § 1.469–1T(e)(3));

(ii) Less than 20 percent of the gross
income of the paragraph (c) undertak-
ing is attributable to rental operations;
or

(iii) Less than 20 percent of the gross
income of the paragraph (c) undertak-
ing is attributable to operations other
than rental operations.

(3) Rental operations. For purposes of
this paragraph (d), a paragraph (c) un-
dertaking’s rental operations are deter-
mined under the following rules:

(i) General rule. Except as otherwise
provided in paragraph (d)(3) (ii) or (iii)
of this section, a paragraph (c) under-
taking’s rental operations are all of the
undertaking’s business and rental oper-
ations that involve making tangible
property available for use by customers
and the provision of property and serv-
ices in connection therewith.

(ii) Real property provided for short-
term use. A paragraph (c) undertaking’s
operations that involve making short-

term real property available for use by
customers and the provision of prop-
erty and services in connection there-
with shall not be treated as rental op-
erations if such operations, considered
as a separate activity, would not con-
stitute a rental activity. An item of
property is treated as short-term real
property for this purpose if and only if
such item is real property that the
paragraph (c) undertaking makes
available for use by customers and the
average period of customer use (within
the meaning of § 1.469–1T(e)(3)(iii)) for
all of the paragraph (c) undertaking’s
real property of the same type as such
item is 30 days or less.

(iii) Property made available to licens-
ees. A paragraph (c) undertaking’s op-
erations that involve making tangible
property available during defined busi-
ness hours for nonexclusive use by var-
ious customers shall not be treated as
rental operations. (See § 1.469–
1T(e)(3)(ii)(E).)

(4) Examples. The following examples
illustrate the application of this para-
graph (d). In each example that does
not state otherwise, the taxpayer is an
individual and the facts, analysis, and
conclusions relate to a single taxable
year.

Example (1). (i) The taxpayer owns a build-
ing in which the taxpayer rents office space
to tenants and operates a parking garage
that is used by tenants and other persons.
(Assume that, under paragraph (c)(1) of this
section, the operations conducted in the
building are treated as a single paragraph (c)
undertaking.) The taxpayer’s tenants typi-
cally occupy an office for at least one year,
and the services provided to tenants are
those customarily provided in office build-
ings. Some persons (including tenants) rent
spaces in the parking garage on a monthly or
annual basis. In general, however, spaces are
rented on an hourly or daily basis, and the
average period for which all customers (in-
cluding tenants) use the parking garage is
less than 24 hours. The paragraph (c) under-
taking derives 75 percent of its gross income
from office-space rentals and 25 percent of
its gross income from the parking garage.
The operations conducted in the building are
not incidental to any other activity of the
taxpayer (within the meaning of § 1.469–
1T(e)(3)(vi)).

(ii) The parking spaces are real property
and the average period of customer use
(within the meaning of § 1.469–1T(e)(3)(iii))
for the parking spaces is 30 days or less.
Thus, the parking spaces are short-term real
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properties (within the meaning of paragraph
(d)(3)(ii) of this section). (For this purpose,
individual parking spaces that are rented on
a monthly or annual basis are, nevertheless,
short-term real properties because all the
parking spaces are property of the same
type, and the average rental period taking
all parking spaces into account is 30 days or
less.) In addition, the parking-garage oper-
ations involve making short-term real prop-
erties available for use by customers and the
provision of property and services in connec-
tion therewith.

(iii) Paragraph (d)(3) (i) and (ii) of this sec-
tion provides, in effect, that a paragraph (c)
undertaking’s operations that involve mak-
ing short-term real properties available for
use by customers and the provision of prop-
erty and services in connection therewith
are treated as rental operations if and only if
the operations, considered as a separate ac-
tivity, would constitute a rental activity
(within the meaning of § 1.469–1T(e)(3)). In
this case, the parking-garage operations, if
considered as a separate activity, would not
constitute a rental activity because the av-
erage period of customer use for the parking
spaces is seven days or less (see § 1.469–
1T(e)(3)(ii)(A)). Accordingly, the parking-ga-
rage operations are not treated as rental op-
erations.

(iv) The paragraph (c) undertaking’s re-
maining operations involve the provision of
tangible property (the office spaces) for use
by customers and the provision of property
and services in connection therewith. The
average period of customer use for the office
spaces exceeds 30 days. Thus, the office
spaces are not short-term real properties,
and the undertaking’s operations involving
the rental of office spaces are rental oper-
ations.

(v) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, at least 20 percent of the
paragraph (c) undertaking’s gross income is
attributable to rental operations (the office-
space operations) and at least 20 percent is
attributable to operations other than rental
operations (the parking-garage operations).
Thus, the exceptions in paragraph (d)(2) (ii)
and (iii) of this section do not apply. In addi-
tion, the average period of customer use for
the office spaces exceeds 30 days, extraor-
dinary personal services (within the meaning
of § 1.469–1T(e)(3)(v)) are not provided, and
the rental of the office spaces is not treated
as incidental to a nonrental activity under
§ 1.469–1T(e)(3)(vi) (relating to incidental
rentals that are not treated as a rental ac-
tivity). Thus, the rental operations, if con-
sidered as a separate activity, would con-
stitute a rental activity, and the exception
in paragraph (d)(2)(i) of this section does not

apply. Accordingly, the rental operations
and the parking-garage operations are treat-
ed as two separate undertakings (the ‘‘office-
space undertaking’’ and the ‘‘parking-garage
undertaking’’).

(vi) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
the application of paragraph (d)(1)(i) of this
section) is treated as a rental undertaking if
and only if the undertaking, considered as a
separate activity, would constitute a rental
activity. In this case, the office-space under-
taking, if considered as a separate activity,
would constitute a rental activity (see (v)
above), and the parking-garage undertaking,
if considered as a separate activity, would
not constitute a rental activity (see (iii)
above). Accordingly, the office-space under-
taking is treated as a rental undertaking,
and the parking-garage undertaking is not.

Example (2). (i) The taxpayer owns a build-
ing in which the taxpayer rents apartments
to tenants and operates a restaurant. (As-
sume that, under paragraph (c)(1) of this sec-
tion, the operations conducted in the build-
ing are treated as a single paragraph (c) un-
dertaking.) The taxpayer’s tenants typically
occupy an apartment for at least one year,
and the services provided to tenants are
those customarily provided in residential
apartment buildings. The paragraph (c) un-
dertaking derives 85 percent of its gross in-
come from apartment rentals and 15 percent
of its gross income from the restaurant. The
operations conducted in the building are not
incidental to any other activity of the tax-
payer (within the meaning of § 1.469–
1T(e)(3)(vi)).

(ii) The operations with respect to apart-
ments (the ‘‘apartment operations’’) involve
the provision of tangible property (the apart-
ments) for use by customers and the provi-
sion of property and services in connection
therewith. In addition, the apartments are
not short-term real properties (within the
meaning of paragraph (d)(3)(ii) of this sec-
tion) because the average period of customer
use (within the meaning of § 1.469–
1T(e)(3)(iii)) for the apartments exceeds 30
days. Accordingly, the apartment operations
are rental operations (within the meaning of
paragraph (d)(3) of this section). The res-
taurant operations do not involve the provi-
sion of tangible property for use by cus-
tomers or the provision of property or serv-
ices in connection therewith. Thus, the res-
taurant operations are not rental operations.

(iii) Paragraph (d)(1)(i) of this section pro-
vides, with certain exceptions, that a para-
graph (c) undertaking’s rental operations
and its operations other than rental oper-
ations are treated as two separate undertak-
ings. In this case, however, the exception in
paragraph (d)(2)(iii) of this section applies
because less than 20 percent of the paragraph
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(c) undertaking’s gross income is attrib-
utable to operations other than rental oper-
ations (the restaurant operations). Accord-
ingly, the rental operations and the res-
taurant operations are not treated as two
separate undertakings under paragraph
(d)(1)(i) of this section.

(iv) Paragraph (d)(1)(iii) of this section pro-
vides that an undertaking (determined after
the application of paragraph (d)(1)(i) of this
section) is treated as a rental undertaking if
and only if the undertaking, considered as a
separate activity, would constitute a rental
activity. In this case, the undertaking (de-
termined after the application of paragraph
(d)(1)(i) of this section) includes both the
apartment operations and the restaurant op-
erations, and the gross income of this under-
taking represents amounts paid principally
for the use of tangible property (the apart-
ments). Moreover, the average period of cus-
tomer use for the apartments exceeds 30
days, extraordinary personal services (within
the meaning of § 1.469–1T(e)(3)(v)) are not pro-
vided, and the rental of the apartments is
not treated as incidental to a nonrental ac-
tivity under § 1.469–1T(e)(3)(vi) (relating to
incidental rentals that are not treated as a
rental activity). Thus, the undertaking, if
considered as a separate activity, would con-
stitute a rental activity. Accordingly, the
undertaking is treated as a rental undertak-
ing.

Example (3). (i) The taxpayer owns a build-
ing in which the taxpayer rents hotel rooms,
meeting rooms, and parking spaces to cus-
tomers, rents space to various retailers, and
operates a restaurant and health club. (As-
sume that, under paragraph (c)(1) of this sec-
tion, the operations conducted in the build-
ing are treated as a single paragraph (c) un-
dertaking.) Although some customers occupy
hotel rooms for extended periods (including
some customers who reside in the hotel),
customers use hotel rooms for an average pe-
riod of two days and meeting rooms for an
average period of one day. The services pro-
vided to persons using the hotel rooms and
meeting rooms are those customarily pro-
vided in hotels (including wake-up calls,
valet services, and delivery of food and bev-
erages to rooms). Some customers rent
spaces in the parking garage on a monthly or
annual basis. In general, however, parking
spaces are rented on an hourly or daily basis,
and the average period for which customers
use the parking garage is less than 24 hours.
Retail tenants typically occupy their space
for at least one year, and the services pro-
vided to retail tenants are those customarily
provided in commercial buildings. The para-
graph (c) undertaking derives 45 percent of
its gross income from renting hotel rooms,
meeting rooms, and parking spaces, 35 per-
cent of its gross income from renting retail
space, and 20 percent of its gross income
from the restaurant and health club. The op-

erations conducted in the building are not
incidental to any other activity of the tax-
payer (within the meaning of § 1.469–
1T(e)(3)(vi)).

(ii) The parking spaces, hotel rooms, and
meeting rooms are real property of three dif-
ferent types, but the average period of cus-
tomer use (within the meaning of § 1.469–1T
(e)(3)(iii)) for property of each type is 30 days
or less. Thus, the parking spaces, hotel
rooms, and meeting rooms are short-term
real properties. (For this purpose, individual
parking spaces or hotel rooms that are
rented for extended periods are, nevertheless,
short-term real properties if the average
rental period for all parking spaces is 30 days
or less and the average rental period for all
hotel rooms is 30 days or less.) In addition,
the parking garage operations, the oper-
ations with respect to hotel rooms (the
‘‘hotel-room operations’’), and the oper-
ations with respect to meeting rooms (the
‘‘meeting-room operations’’) involve making
short-term real properties available for use
by customers and the provision of property
and services in connection therewith.

(iii) Paragraph (d)(3) (i) and (ii) of this sec-
tion provides, in effect, that a paragraph (c)
undertaking’s operations that involve mak-
ing short-term real properties available for
use by customers and the provision of prop-
erty and services in connection therewith
are treated as rental operations if and only if
the operations, considered as a separate ac-
tivity, would constitute a rental activity
(within the meaning of § 1.469–1T (e)(3)). In
this case the parking-garage, hotel-room and
meeting-room operations, if considered as
separate activities, would not constitute
rental activities because the average period
of customer use for parking spaces, hotel
rooms, and meeting rooms does not exceed
seven days (see § 1.469–1T (e)(3)(ii)(A)). Ac-
cordingly, the parking-garage, hotel-room,
and meeting-room operations are not treated
as rental operations.

(iv) The operations with respect to retail
space in the building (the ‘‘retail-space oper-
ations’’) involve the provision of tangible
property (the retail spaces) for use by cus-
tomers and the provision of property and
services in connection therewith. In addi-
tion, the retail spaces are not short-term
real properties (within the meaning of para-
graph (d)(3)(ii) of this section) because the
average period of customer use (within the
meaning of § 1.469–1T (e)(3)(iii)) for the retail
spaces exceeds 30 days. Accordingly, the re-
tail-space operations are rental operations.

(v) The health-club operations involve
making tangible property available for use
by customers, but the property is customar-
ily made available during defined business
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